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In recent years, performance measurement systems (PMS) have received much attention from 
researchers and practitioners. However, prior literature more focus on the PMS in large 
corporation, and, very little research done in small medium enterprises (SME). This paper 
reports the  results of an empirical study on the key performance indicators employed in  
small medium hotel enterprises. The data were collected using a mail survey to the hotel 
managers. The finding indicates that small hotels adopt multi-dimensional of performance 
indicators that combined both financial and non-financial measures. The result also shows that 
multi-dimensional performance indicators has a positive correlation with hotel’s performance. 
 





Globally, tourism is becoming an increasingly competitive business as many countries, 
including Malaysia put an effort to expand market share and increase tourist arrivals. In 
Malaysia, the Government recognized the importance of the tourism industry as a driver of 
jobs, growth and economic recovery. In order to attract tourist, hotel sector plays an important 
role. The hotels should be responsive to customer demand and improve their performance 
continuously. In order to do that performance measurement systems (hereafter called PMS) 
and key performance indicators are crucial for the hotel owners and managers to assist them 
in monitoring and managing hotel performance. 
Key performance indicators can be defined as business metrics used to measure an 
organizational performance in critical areas (www.businessdisctionary.com, retrieved on 
September 1, 2014). In other word, key performance indicators should address critical success 
factors of the organization (Garrison, Noreen, Brewer, et al., 2015). PMS and key 
performance indicators are related to each other, where performance measure used to assess 
an organizational performance on its key performance indicators. Key performance indicators 
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are financial and non-financial measure that is used to help an organization measure progress 
towards achieving its organizational goals. In the past two decades, it was a growing 
development of PMS and key performance indicators where PMS has evolved from a focus 
solely on financial indicators to the balanced and multi-dimensional indicators. However, 
previous studies highlight there is still a gap between the knowledge and its use in practice, 
particularly in the small medium enterprises (hereafter called SME) (Evans, 2004; Garengo, 
Biazzo & Bititci, 2005). 
Interest in SME as a focus of study has increased significantly over recent years. As 
mentioned, the SME environment is much different than a large corporation. Up to date, so 
many researchers discuss on the PMS system in large corporation, unfortunately, very little 
research done in SME.  Hudson, Smart and Bourne (2001) mentioned that SME often do not 
understand the potential advantages of PMS as these systems are perceived as an obstacle to 
the flexibility of SME. Some SME even try to implement a system designed for large 
corporations, however, the SME is different from the big organizations (Garengo et al., 2005). 
Thus, it would be unwise for SME to try to copy the approach of the large corporation. 
Additionaly, previous literature in PMS focuses much attention in manufacturing sectors and 
not much on service sector, particularly on hotel industry.Kapardis and Thomas (2006) argue 
that service sector has  unique characteristics and hotel measurement framework must be able 
to help managers to cope with these uniqueness and performance indicators must also reflect 
the  complex nature  of  the  service  delivery  process  within  hotels  which  includes  
perishability,  intangibility, heterogeneity  and  simultaneity. This raises the questions about 
what is the key performance indicators used in the SMEs hotel sector, particularly in 
Malaysia. 
The link between performance measures dimensions and the impact they have on 
business performance has been widely studied in large business (Venkatraman & Vasudevan, 
1986) and generic small businesses (Rue & Ibrahim 1998; Gibbons & O'Connor, 2003) but 
there has been little study of this area in hotel sector (Kozak & Rimmington, 1998; Morrison 
& Teixeira, 2004). Therefore, this study focuses on key performance indicators in SME of 
hotel sector and attempts to examine the adoption of key performance indicators and its 
relationship to organizational performance. The next section of this paper discusses literature 
review and followed by a section on research methodology. The subsequent section focuses 
on the results and discussions and, finally, conclusion in the last section. 
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SMALL MEDIUM ENTERPRISES (SME) 
 
In practice, SME is a universal term that one country might differ in its interpretation to 
another. Therefore there have been various definitions of SMEs to serve a specific purpose for 
the respective scholars and establishments. In developed countries such as the United States 
and the United Kingdom, both quantitative and qualitative criteria were used to define an 
SME. A literature review indicated that the number of employees working in one enterprise or 
establishment tends to be one of the main criteria used in size-categorization of SMEs. 
Malaysia has adopted the same definition given by three main international agencies, i.e. 
World Bank (1984), United Nations Industrial Development Organization (1985) and Asian 
Development Bank (1990) which categorize SMEs as  small-sized firms employing less than 
50 workers; medium-sized employing between 50 and 199 workers; and larger sized firms 
employing 200 employees and above.  
 According to SME Annual Report 2007, the SMEs in Malaysia can be categorized into 
three broad sub-sectors. First, General Business Sector - which is mainly involved in 
construction, wholesale and retail trade, transport and storage, business services and activities, 
and providing services such as hotel and restaurant businesses; Second, Manufacturing Sector 
- with major activities of processing and production of raw materials such as food, textile, 
wood, chemicals, petroleum, rubber, plastic, metallic and nonmetallic materials, and transport 
equipment and agriculture; and Agricultural Sector that includes agricultural producers and 
natural product producers of rubber, padi, oil palm, coconuts, cocoa, pepper, tobacco, 
livestock timber, fish, fruits, and 'vegetables.   
 Hashim (2000) reported that the manufacturing sector has emerged as the most 
important sector for SMEs in terms of the tempo of growth and hence, their contribution to 
the national income. Despite their significant role in the economy, previous studies have 
detected various problems faced by SMEs which affect their profitability and growth. Hashim 
(1999) discovered that recurring problems of SMEs ranged from lack of capital to the use of 
out dated technology in their operations. These problems were mainly caused by lack of 
capital and credit facilities, shortage of skilled workers and raw materials, inadequate 
infrastructure, lack of managerial, marketing and technical expertise and limited applications 
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of new technology. External environmental factors such as fast changing technology, 
competition, economics, socio-cultural and international factors also play significant roles 
affecting the success and failures of SMEs. Yusoff and Norzima (2000) discovered that many 
Malaysian SMEs are lacked of a documented strategy and proper techniques to formulate 
strategy, develop plans, controlling activities and measure performance. SMEs face many 
challenges that inhibit their growth. Hence, this paper argues that a proper PMS and key 
performance indicators could be vital to the successfulness of SMEs business. By having a 
systematic PMS, it can assists the business managers in controlling and monitoring activities 
and thus, improving business performance. 
 
SELECTION OF KEY PERFORMANCE INDICATORS:  
FINANCIAL VERSUS NON-FINANCIAL INDICATORS 
 
In literature, it identifies that organizations have three choices on key performance indicators 
– financial, non-financial or combination of both that sometimes called as multi-dimensional 
indicators. Traditional financial measures or indicators such as return on investment, 
operating profit and cash flow had several limitations as identified by many authors. Eccles 
and Pyburn (1992) assert that one of the most important limitations of financial measures is 
that these measures are lagging indicators, meaning that they do not provide guidance to 
predict future performance. Ghalayini and Noble (1996) identify several limitations of 
traditional performance measures: (1) Traditional performance measures are based on 
traditional management accounting systems that focus mainly on calculating product cost, 
where labour cost is the major cost driver. However, this practice does not reflect the current 
situation where overhead cost has replaced labour cost as a major element of manufacturing 
cost; (2) financial measures are historical cost, therefore, they are lagging indicators that are a 
result of past decisions; (3) traditional performance measures have not incorporated strategy; 
(4) traditional performance measures try to quantify performance and other improvement 
efforts in financial terms, yet, most improvement efforts are difficult to quantify in dollars; 
and (5) traditional performance measures are inflexible and expensive. Traditional financial 
measures are generally harmful and incompatible with improvement measures (Zairi, 1992). 
He explains that the traditional measures can be used in describing past performance, but are 
little use in day-to-day control of operations or in improving those operations. Zairi (1992) 
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suggests that organisations should use the improvement measures to measure performance 
across the dimensions of efficiency and effectiveness. 
Due to the limitations of traditional financial measures, many researches provide 
suggestion to include non-financial measures, and also suggest organization to adopt multi-
dimensional PMS that combine both financial and non-financial measures. Kaplan and Norton 
(1996, 2004), for example, suggest three non-financial perspectives, which are customer, 
internal business and learning and growth, as an additional to the financial measures.While 
Fitzgerald, Johnston, Brignall, Silvestro and Voss (1991) propose four dimensions of non-
financial measures for service industry that cover quality, flexibility, resource utilisation and 
innovation. 
Researchers such as Fitzgerald et al. (1991), Kaplan and Norton (1996), and Bryant, 
Jones, and Widener (2004) agree that multi-dimensional PMS bring more benefits to 
organization compared to financial measures alone. Bryant et al. (2004), for example, 
mentioned the benefits of  multi-dimensional PMS are it allows managers to better monitor 
employees’ action and guide firm behaviour, and it provides better information on changes in 
economy and competition. 
Previous literature of PMS in the hotel sector showed that the hotel sector adopt multi-
dimensional PMS that consists of both financial and non-financial indicators. The study done 
by Haktanir and Harris (2005) provides evidence of the performance measurement practice of 
an independent hotel in Northern Cyprus. The findings indicate six main themes, which are 
grouped under business dynamics, overall performance, employee performance, customer 
satisfaction, financial performance and innovative activities performance measures. The 
evidence suggests that the department managers prefer to monitor guest satisfaction using 
face-to-face verbal communication and observation by personal presence. The financial 
measures are used to a large extent for measuring the performance of the hotel, particularly by 
the senior management decision makers. The findings conclude that performance 
measurement practice in the case of the hotel identifies guest satisfaction measures as the key 
indicators at the operational levels and financial measures at the senior management levels.  
Phillips and Louvieris (2005) found that UK SMEs tourism, hospitality and leisure 
sector adopt BSC where their performance dimension cover of financial, customer, internal 
business and innovation. Examples of key performance indicators used are net operating 
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profit, cash flow and revenue per available room (financial); guest surveys, customer 
satisfaction levels and customer retention rate (customer); staff satisfaction survey, wages 
percentage to achieve turnover and staff retention rate percentage (internal business); and 
number of new products/services, process improvement initiatives and courses completed by 
staff (innovation). 
For performance measurement in the service industry, Sinclair and Zairi (2000) said 
that many past studies have concentrated on the adaptation of manufacturing performance 
measures for use in services, for example, productivity, quality and customer satisfaction. 
According to Sinclair and Zairi the literature on performance measurement in the services 
industry is less well developed than that for the manufacturing industry. 
 
PERFORMANCE MEASUREMENT SYSTEMS IN HOTEL SECTOR 
 
Performance measurement of an organization has always been a hot topic because of the 
critical role the measurement plays in quality and productivity improvement of the 
organization (Oakland, 1993 cited in Sinclair & Zairi, 1995). Neely (1998) identifies seven 
evidence-based reasons on why performance measurement has gained so much attention from 
the management world, namely - the changing nature of work; increasing competition; 
specific improvement initiatives; national and international quality awards; changing external 
demands; and, the power of information technology. 
 The analysis by Sainaghi (2010) regarding research on performance measurement in 
hotel sector found that researchers focus on two issues. First, they identify new PMS, or the 
usefulness of existing systems and the relevance of financial and non-financial indicators (see 
for example, Mia & Patiar, 2007; and Bergin-Seers & Jago, 2007).  Second, previous research 
(see for example, Brander Brown & McDonnell; and Phillips & Louveris, 2005) studies on 
implementation and effectiveness of new PMS, such as BSC. Lately in the local hotel sector, 
the issues of having balanced PMS has become an important issue where funds and resources 
are shrinking while at the same time stakeholders ask for these organizations to adopt a 
greater accountability and transparency towards the services provided to the customer 
(Atkinson & Brown, 2001; Melia & Robinson, 2010).  
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This type of development demands that the existing performance measurement in the 
hotel concern should change according to the volatile environments in order to maintain its 
role in improving quality and productivity of the organizations. Traditionally, hotel 
organizations have the practice of leaving the formal PMS in the charge of the administrative 
departments, whose focus are mainly on the accounting activities such as margins, cost and 
expenses allocations. Because of this, early measurement systems in these organizations tend 
to reflect only the financial side of their performances, which give the picture of the 
organizational fiscal conditions such as meeting the allocated budget bottom-line, revenues 
and expenditures and asset-employment efficiency of the hotel institutions. They do not 
monitor nor bother to emphasize on the non-financial measures that are important to the 
organizations like the process or the outcomes of customer care deliveries (Stewart & Lokamy 
III, 2001). 
However, with rapid growth in economy globally has made financial figures 
insufficient in providing information regarding performance to the management, especially in 
hospitality industry. Increase competition in the industry and the existence of continual 
pressure from the stakeholders of the hotel organizations, force these institutions look for 
alternative ways of adding values to their services while cutting down the cost of service-care 
deliveries to their customers and customers (Castaneda-Mendez, 1996). 
Under the formal financially focused PMS practice by the hotel organizations, the 
evaluation of these non-financial measures are done separately by the managers, which 
according to Walker (1996) create three major deficiencies in measuring the hotel and 
integrated delivery systems performances, namely –  (1) any effort to improve financial 
performances will be less effective without taking  into consideration of the managers’ 
decisions because they influence the core activities, which are the primary cost drivers at 
these institutions; (2) managers are likely to resist the management effort in controlling cost 
by improving productivity and reducing resource utilization if the issues of customer 
satisfaction and service quality are not dealt with; and, (3) finally, separate evaluation 
processes are internally focused that reflect the evaluators’ point of views only and dismiss 
external views from organizations stakeholders, thus affecting the effectiveness of the 
measurement systems. 
Based on Garengo et al. (2005), there are eight previous PMS models that have been 
widely used and discussed in the literature. The models considered are six of the most popular 
International Management Accounting Conference 7  




generic models; i.e. those which make no reference to company size, developed in the last 15 
years, and two PMS models created specifically for SMEs. Garengo et al. (2005) summarized 
these PMS models are Performance Measurement Matrix (Keegan, Eiler & Jones, 1989); 
Performance Pyramid System (Lynch & Cross, 1991); Results and Determinants Model 
(Fitzgerald, et al., 1991); Balanced Scorecard (Kaplan & Norton, 1996, 2001), Integrated 
Performance Measurement System (Bititci, Turner & Begesmann, 1997); Performance Prism 
(Neely, Mills, Platts, Richards, et al., 2002); Organizational Performance measurement 
(Chennell, Dransfield, Field, Saunders, et al., 2000); and Integrated Performance 
measurement for small firms (Laitinen, 1996, 2002). From all these models, the most popular 
and cited in various literatures is Balanced Scorecard (BSC). 
Kaplan and Norton (1996) had persistently promoted an integrated PMS called the 
BSC and emphasized the need to rely on this system by various profit and non-profit 
organizations including hotel if they wanted to thrive in their industries. BSC is a 
comprehensive framework in which the mission and strategic directions of an organisation 
can be interpreted via an array of performance measures (Kaplan & Norton, 1996). The BSC 
has four perspectives; financial, customer, internal business and innovation and learning. It 
was intended that the framework would give managers an all-inclusive view of the business 
and helps them to improve performance in long term.  As a result, it has been used mainly by 
large businesses as a means of performance measurement and as a performance driver.  
The BSC framework contains a collection of financial and non-financial measures to 
assists a business in implementing its specific success factors as identified in their vision. In 
developing specific scorecards, managers start with the strategy and use each of the four 
perspectives to organise objectives. It was intended in the design of this framework that 
measures produced should be a balance, not only of external measures and internal measures 
(outcomes) and the driver measures (determinants). 
Phillips and Louveris (2005) examined PMS in UK’s SMEs tourism, hospitality and 
leisure using BSC perspectives. The study found that these sectors used BSC indicators to 
measure and manage their performances. However, the benefits of BSC have not yet to fully 
avail by the organizations under study. Nevertheless, Phillips and Louveris (2005) mentioned 
that it become evident that four key perspectives under BSC are able to drive organizational 
performance across the industry. BSC helps managers in that organization to improve 
budgetary control and customer relationship management. 
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Atkinson and Brown (2001) study proved that BSC method could be successfully applied to 
improve the overall organizational performance of United Kingdom (UK) hotels with 
significant improvement to the hotel’s financial status, which at that time was running an 
increasing annual operating loss from 4 million dollars in 1992 to 11 millions in 1996. Driven 
by the need to create changes in the organization in order to turnaround its performance, the 
General manager of the hotel in Dunham came up with a new mission statement and effort to 
realign strategies with goals guided by the BSC method. 
The end result of the strategic and systematic performance measurement approach was 
the encouraging outcome in both financial (e.g. improve net margin and reduction of cost per 
case) and non-financial performances of the organization (e.g. better scores of customer 
satisfaction and reduction of average length of stay at the hotel). Although implementation of 
BSC at the hotel had been successful, Atkinson and Brown (2001) warned that the whole 
process had not been an easy task. Effective communication, high commitment from the 
upper managements, employees’ active participation and understanding of the approach were 
needed to make the new PMS works. 
Different study on another hotel that had adopted the BSC approach had also produced 
a favorable result. Hilton Hotel was reported to show improvement in its capacity to serve its 
customer, recruitment of human resources and in the internal business process, which foster 
greater accountability and promote empowerment among the hotel employees (Kaplan & 
Norton, 2001). Further evidence of BSC application in the hotel settings was also documented 
in several other studies that contributed to the knowledge and understanding of the growing 
popular system with hotel providers. 
Min, Min, and Seong-Jong Joo (2007) for example, designed a performance 
measurement system for the luxury hotels in Korea based on the BSC concept with effort to 
identify and monitor the key performance indicators of the organization and reported its 
overall goals achievement. Their experience in the implementation process of the BSC system 
had shown some resemblance to those faced by the management of the hotel. The whole 
process could be described as continuous, iterative and time consuming while at the same 
time, required a sustained commitment from the senior managements and the support of a 
good information system. 
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In a study carried out by Evans (2005), they developed a BSC framework to 
implement new strategy for a problematic hotel that had been showing list of poor 
performances, which produced a chronically low customer census, high employee turnover 
rate and poor referral rate from employee working at the hotel. Their study demonstrated how 
BSC could help a hotel links its strategy to the daily activities of its employee that ultimately 
made a difference in deciding the fate of the organization in today’s dynamic hotel industry.  
Even though, from the literature, there is evidence that SMEs including hotel sectors 
already have PMS models in place, Manville (2006) stated that, to date, there are still 
significant barriers in the implementation of these systems in the SMEs context. Taticchi, 
Cagnazzo and Botarelli (2008), outlined factors influencing the implementation of PMS 
within SMEs as follows- personalized management, with little devolution of authority; 
resource limitations in terms of management and manpower, R & D, finance and marketing; 
reliance on small number of customers and operating in limited markets; flat and flexible 
structures; and misconception of performance measurement.  
Phillips and Louveris (2005) highligted some difficulties faced by SMEs hotel sectors 
in implementing effective PMS, such as difficulty in articulating critical success factors, 
indicators and targets used to assess their organization’s performance. All these factors 
underline the differences between SMEs and large organizations and the need of a different 
approach to PMS in SMEs. Moreover, these factors could be useful to investigate crucial 
dimensions of PMSs for SMEs (Taticchi et al., 2008).  
A number of studies indicate that SMEs are usually structured around a simple system, 
requiring a simple PMS (Rantanen & Holtari, 2000, and Hudson et al., 2001). SMEs’ 
managers are usually very busy and have no time for details (Hudson et al., 2001), thus, 
SMEs need a simple PMS that can give the managers focused, clear and useful information 
(Garengo et al., 2005). The previous literature showed a growing enthusiasm by Western 
hotel providers to adopt the new approach as their measurement tool,however, not much could 
be said of the level of BSC adoption in Malaysian hotel organizations. Hence, it leads to the 
question about what type of key performance indicators and performance systems model 
practiced by Malaysian SMEs hotel sector, and also what are the effects of key performance 
indicators to the hotel’s performance. This brings to the main hypothesis: “The multi-
dimensional performance indicators have a positive relationship to the hotel’s performance”. 
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SAMPLING AND DATA COLLECTION 
By utilised purposive sampling, this study choose hotel sectors which categorised as 3-star 
hotel and below and also budget hotel, which is falled into small medium hotel sector.  
According to Bank Negara (2005), in the service sector, employees between 1 to 50 is 
categorized as SME. Therefore, hotel sector, which fell into below 3-star has been called as 
SME hotels. This ‘rule of thumb’ also follows a similar categorisation of small medium firms 
as used by The Ministry of International Trade and Industry (MITI) (2005): (i) a small-scale 
firm is a company "with less than 50 full-time employees, and with an annual turnover of not 
more than RM10 million."; (ii) a medium-scale enterprise is a company with between 51 and 
150 employees, and with an annual turnover of between RM10 million and RM25 million". 
The population constitutes the hotels in the Northern part of Peninsular Malaysia which are 
Perlis, Kedah, Perak and Penang.  A mailing list was obtained through Malaysian Budget 
Hotel Association, Tourism Malaysia. 
For data collection purposes, 250 questionnaires were distributed to managers in 250 
small medium-sized hotel in Northern part of Peninsular Malaysia. Out of this number., only 
63 were returned and useable. The response rate is about 25.2%.  It was a tremendous effort, 
hard work and extra financial cost that this response was obtained. The sample size appears to 




Key Performance Indicators 
This study uses the BSC approach as suggested by Kaplan and Norton (1996). The instrument 
to measure PMS were adapted from previous studies such as Olson and Slater (2002). The 
respondents were asked to rate their PMS practices on a 5 point response scale (1 = not 
evaluated; 2 = little emphasis; 3 = some emphasis; 4 = moderate emphasis; and 5 = heavy 
emphasis). There are 16 items on PMS covered the four perspectives of BSC – financial, 
customer, internal business and innovation and growth. The items consist of guest 
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satisfaction, guest retention; number of guest complaints; image of reputation; service / 
product quality; on-time delivery service; percentage of occupance room; employees 
satisfaction; training hours per employee; employees productivity; employee turnover; Return 





The questionnaire used for this study is wholly adapted from Brown’s (1996) self- assessment 
for organization measurement system with a little modification to suit the organization like  
hotel. According to the author, the scope of questionnaires is applicable to the study of a 
hotel. The questionnaire consists of 12- items using a Likert scale to measure and score 
starting from 1 (not evaluated) to 5 (heavy emphasis). A score of 1 and 2 represents a negative 
answer; score of 3 is seen as somehow neutral/unsure, whereas a score of 4 and 5 indicate 
positive answer. The survey questionnaire can be self administered if respondents have no 
problem in understanding the questions. However, for respondents who have difficulty in 
doing the questionnaire, researchers will help in administrating by giving an explanation on 
the questionnaire. Questionnaires are personally distributed to the identified respondents and 
will be collected by researcher when they are completed. The items for hotel performance are 
return on assets; return on investment; return on sales; sales growth; market share; customer 
satisfaction; employee satisfaction; competition position; success rate in launching new 
product; occupancy percentage; average daily rate; and revenue per available room. 
 
FINDINGS AND DISCUSSIONS 
 
Table 1 presents the profile of the respondents. More than 50% of the respondents comes 
from budget/economy hotel–sized. With regard to gender and age of the respondents, 47.6% 
are males and 52.4 are females, while the majority of the respondents are at the ages of 30 to 
50 years old. Regarding the experiences working in the hotel industries, in general, the 
number is almost the same. Respondents below than 5 years old experience constitutes 34.9%, 
followed by respondents of more than 10 years experience (33.3%) and finally respondents of 
having 5 to 10 years experience in hotel industries (31.7%). 
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TABLE 1. Respondents Profile (N=63) 
Variable Categories N % 
Hotel size 3-star hotel 10 15.9 
 2-star hotel and below 10 15.9 
 Budget/economy hotel 43 68.3 
Gender Male 30 47.6 
 Female 33 52.4 
Age More than 50 years old 15 23.8 
 30-50 years old 35 55.6 
 Below 30 years old 13 20.6 
Experience in hotel industry More than 10 years 21 33.3 
 5-10 years  20 31.7 
 Below 5 years  22 34.9 
 
The factor analyses were conducted based on the principal component method with 
varimax rotation for main variables. As shown in Table 2, the factor analysis conducted on 
performance indicators shows the Kaiser-Meyer-Olkin (KMO) value of 0.911, exceeding the 
recommended value of 0.50 (Hair et al., 1998) and the Barlett’s test of Sphericity was high  
 

















Guest Satisfaction 0.934    
Guest Retention 0.886    
Number of guest complaints 0.956    






On time delivery service  0.936   
% of occupancy room  0.884   
 
Employees satisfaction rating 
   
0.907 
 
Training hours per employee   0.916  
Employee productivity 
(revenue/employee) 
  0.891  
Employee turnover   0.810  
 
Return on investment 
    
0.848 
Return on sales    0.894 
Revenue per available room    0.933 
Average daily room rate    0.954 
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Operating income    0.920 
 
significant (P=0.000), supporting the factorability of the correlation matrix. Principal 
component analysis revealed the presence of four components with an eigenvalue exceeding 1 
which supported four dimensions of the PMS employed by the hotel. Dimension 1 is 
Customer Perpective, dimension 2 is an Internal Business Process Perspective, dimension 3 is 
Learning and Growth perspective and dimension 4 is Financial Perspective. 
Table 3 displays factor analysis for hotel performance. The result shows the Kaiser-
Meyer-Olkin (KMO) value of 0.828, exceeding the recommended value of 0.50 (Hair et al., 
1998) and the Barlett’s Test of Sphericity was highly significant (P=0. 000). The internal 
consistency of the items retained was 0.922 and above 0.70 as recommended by Nunnaly 
(1978). From factor analysis, hotel performance is divided into two components – financial 
and non-financial performance. 
 
TABLE 3: Factor Loading for Hotel Performance 




   
Return on asset  0.492 
Return on Investment  0.968 
Return on sales  0.883 






Employee satisfaction 0.881  
Success rate in launching new services 0.774  
Occupancy percentage 0.625  
Average daily rate 0.777  
Revenue per available room 0.619  
 
As mentioned earlier that this study uses the BSC model. Table 4 shows the result of 
performance indicators according to the four perspectives of BSC. Nearly all dimensions 
involved have an average mean score of 4.0 and above, except for Learning and Growth 
perspective which mean score an average of  3.7659. The result shows that SMEs hotels adopt 
multi-dimensional performance indicators based on BSC. Table 5 
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TABLE 4:  Performance Indicators According to Four Perspectives 
The area measured Mean  Standard  
Deviation 
Average 
Customer perspective    
Guest Satisfaction 4.3492 0.88279 4.2483 
Guest Retention 4.1905 0.89546  
Number of guest complaints 4.0724 0.77073  
Image of reputation 
 
4.3810 0.90569  
Internal Business Process perspective    
Service/product quality 4.3016 0.90936 4.2328 
On time delivery service 4.2381 0.89288  
% of occupancy room 
 
4.1587 1.03497  
Learning and Growth perspective    
Employees satisfaction rating 3.8413 0.91944 3.7659 
Training hours per employee 3.5873 0.96110  
Employees productivity (revenue/employee) 3.9524 0.94063  
Employee turnover 
 
3.6825 1.07502  
Financial perspective    
Return on investment 4.0635 0.91357 4.09206 
Return on sales 4.1429 0.94795  
Revenue per available room 4.1111 0.95227  
Average daily room rate 4.0952 0.99538  
Operating income 4.0476 1.08403  
 
Table 5 displays a correlation for overall PMS and overall hotel performance. The 
result shows that PMS has a positive significant correlation with hotel performance. 
 
TABLE 5: Correlations between Performance Indicators and Hotel Performance 
 Performance Measures Hotel Performance 
Performance Measures 1 .473** 
Hotel Performance .473** 1 
**  Correlation is significant at the 0.01 level (2-tailed). 
 
The result shows that small-medium hotels adopt multi-dimensional PMS that combine both 
financial and non-financial measures. The results highlight that PMS has a positive correlation 
to the hotel’s performance (refer to Table 6). The result also indicates that overall key 
performance indicators (a combination of financial and non-financial) are positively and 
significantly related to hotel performance. The result shows that 22.5 percent (R
2 
=.225) of the 
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hotel performance are explained by the independent variables. The R
2 
was statistically 
significant with F = 17.740 and p <.001 (see Table 6). The results confirm the hypothesis in 
this paper that the multi-dimensional performance indicators have a positive relationship to 
the hotel performance. 
 
TABLE 6: Regression between Overall Key Performance Indicators (KPI)  
and Hotel Performance 
  Regression  Coefficients 
Variable   B Std Error Beta 
Constant  1.829 .361  
KPI  .366 .087 .475*** 
R
2
 .225    
Adj. R
2
 .213    
T 4.212***    
F 17.740***    
      ***significant at the 0.001 level 
 
In general, the results demonstrate that all respondents agree that their hotel is 
measuring and monitoring the dimensions as they are supposed to be. Hotels are really 
concerned on the customer related measures as shown in the Table 4 that customer 
perspective own the highest average score among the four perspectives.  The survey result of 
the assessment of the hotel current PMS reveals that this hotel is progressing well in 
developing towards a more balanced measurement system. Although there is still weakness in 
measurement areas such as the employees and the suppliers, the system comes a long way in 
showing improvement in non-financial areas such as customer satisfaction and service quality 
data. This is considered a positive sign since it denotes that the system is not stagnant, but is 
evolving slowly in a healthy way to enable the organization in meeting up with the new 
challenges brought on by the changes in the hospitality environments. 
On the other hand, the wide range of measures is covered by the current PMS as 
elaborated in the characteristic of measures used, which covers both financial and non-
financial measures, may not necessarily imply that hotel performance measures are capable in 
measuring the right and accurate activities that matter to the organization. These measures 
may provide the so call ‘balanced’ to the organization, but identification of the performance 
indicators and linking them to the selected strategies that are spread across the four 
perspectives of the BSC framework to help create a more useful and accurate measure.  
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Keeping track of the most important activities in the organization through 
identification of performance drivers like key performance indicators help the management to 
stay focus in pursuing organization goals and vision. Still, in the absence of the key 
performance indicators, it helps to have wide range of useful measures around to create a 
more balanced assessment on the organization performance. 
CONCLUSION 
The present study initiated an attempt to examine the PMS practices in the SMEs, particularly 
in the hotel sector. In order to achieve the objective, the study surveyed 250 SMEs in the hotel 
sector.    
In general, the results show that small-medium hotels adopt multi-dimensional key 
performance indicators that combine both financial and non-financial measures. The results 
also highlight that  key performance indicators have a positive correlation to the hotel’s 
performance. It is consistent with the suggestion in the prior literature that the companies 
must adopt a multi-dimensional performance measures that will provide information that 
allows managers to track financial results while simultaneously monitoring progress of non-
financial aspects that are important for future growth (Fitzgerald et al., 1991; Kaplan & 
Norton, 1996).  In addition, multi-dimensional PMS is also associated with increased 
organizational performance (Hoque & James, 2000; Davis & Albright, 2004). 
However, in interpreting the findings, several limitations should be considered. First, 
many respondents were from budget hotels. As budget hotels are self- owners, they might not 
have a formal business strategy. The results could be different if more 2-star hotel and 3-star 
hotels were involved. Even though, this study found that the SMEs hotel adopt the dimensions 
suggested in the BSC, however, the effectiveness of BSC require that it must be linked to the 
business strategy. Second, the sample only represents SME hotels in the Northern Region of 
Malaysia, therefore the results cannot be generalized to the whole hotel sector. Finally, the 
results are confined to SMEs in the hotel sector. Nevertheless, given the nature of PMS 
research and SMEs, the findings provide a foundation for more research in these areas in 
future. First, increasing the sample size and extending the study to other SME sectors, such as 
manufacturing will determine if the results of this study can be generalized. Second, it will be 
interesting to examine the link between strategy and PMS and their effects on organizational 
performance. 
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This study contributes to the growing body of literature on PMS in SMEs. According 
to Taticchi et al. (2008), the literature on PMS is nowadays quite vast and relatively little 
research addresses to SMEs. By investigating the performance measures adopted, it will 
provide an understanding on the types of dimension being practiced in the hotel sector. This 
will shed light on PMS development and practically it could assist managers in designing 
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